ADDRESSES OF 


MR. D. E. KILGOUR 


President 


AND 


MR. W. M. ANDERSON 


General Manager 
o 


Delivered at the 64th Annual Meeting 
of the Company at Toronto 


NORTH AMERICAN LIFE 
ASSURANCE COMPANY 


HEAD OFFICE + e TORONTO, CANADA 


% 


The Address of MR. D. E. KILGOUR 


President, North American Life Assurance Company, 
Delivered to the Policyholders at the Annual Meeting, 
January 29th, 1945. 


m able review of our affairs by 
Mr. Anderson leaves little for me to say in respect of our progress during 
i the year. We can take justifiable pride in the volume of new business, 
and in the increase in the number of individual policies and policyholders. 
These results reflect great credit upon our field representatives and those 
supervising and directing their activities. Although new business re- 
sponds very quickly to the stimulation of an increased national income, 
these war years have not been free of adverse conditions. These results 
too are convincing evidence that life insurance occupies a continuing 
and increasing place in the confidence of the Canadian people. 


Noteworthy also in this period is the unprecedented increase in the 
total life insurance in force by all companies. In addition to the volume 
of new business written, there has been a marked decline in the number 
and volume of policies terminated. Both factors reflect the increased 

à ability and desire of the people to save and to build reserves for the 
future. It seems only a short time ago that the total insurance in force 
in Canada passed the $5 billion mark. Today it exceeds $9 billion, and 

i represents future security provided for by over four million Canadians. 


Life insurance involves, as perhaps few other businesses do, a care- 
ful study and accurate appraisal of long term trends. Contracts and 
commitments extend over a long period of years. Among these trends, 
consideration must be given particularly to the rates of interest and 
mortality, because on the correctness of the assumptions and provision 
for change depends the continued ability of the companies to meet their 
future commitments, and determines to a great extent the net cost of 
insurance to the policyholders. 
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Since 1930 the rate of interest earned on the Company’s invested 
assets has shown an almost steady decline, from 6.14% to the present 
level of 4.15%. During the 1930's this was occasioned by the acquisi- 
tion of new investments at progressively lower rates of interest, and the 
difficulty during the depression years of effecting collection in full on 
many mortgage accounts. During the war years the decline has been 
accentuated by the process of adding large volumes of government 
bonds at low yields, and through the repayment or conversion of existing 
higher yielding investments to those yielding a lower return. The collec- 
tion of overdue interest during the last few years has served to bolster the 
rate, but the recovery of such past due interest is almost at an end, and it 
is to be expected that the rate earned on the Company's funds will decline 
still further and that this tendency will be in evidence for some years to 
come. 


The long term trend in mortality rates has been favourable, and this 
has been noted in our premium calculations. War mortality has not 
been serious, though it has caused an uptrend in the Company’s mortal- 
ity rate. During 1944 our net death losses exceeded those of the previous 
year by nearly 30%. In actual figures the increase amounted to about 
$270,000, which is somewhat greater than the decline in the surplus 
earnings for the year compared with those of 1943. 


It should be noted that life insurance premium rates are based on 
the experience of insured risks, not population statistics. Up to the 
present time war mortality has been excluded from these experiences. 
The advances made in medical science, as well as the greatly improved 
living conditions of our people, are reflected in a steady decline in mor- 
tality rates at younger ages. Unfortunately there has been no corres- 
ponding improvement in mortality rates beyond middle life. So far 
there is no indication that this is likely to happen in the near future. 


It must always be remembered that favourable mortality, which has 
been a feature of Canadian life companies’ experience, enures to the 
direct benefit of policyholders through the dividends they receive. 


On previous occasions I have mentioned that this Company has 
always aimed to place first things first. Security for future commitments 
is above all things paramount. Our policy reserves have been main- 
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tained on a conservative basis. Substantial contingency and invest- 
ment reserves have been provided, and a large free surplus account built 
up. The total of our free surplus, along with our contingency and in- 
vestment reserves, is almost $6 million. In addition, the excess of market 
values over the book values of our securities, for which no credit is taken, 
is substantially over $2 million, 


As has been noted, our subscriptions to the Sixth and Seventh Victory 
Loans amounted to $10 million during the year. This money has been 
loaned to the government for the prosecution of the war. After victory, 
the borrowing requirements of the government should become less, and life 
insurance funds will once again be available to provide the necessary 
capital for creative enterprise, for municipal improvements and for the 
construction of homes—a vital task in helping to promote employment 
for our people during the years ahead. 


Recent legislation, as exemplified in the National Housing Act and 
the Industrial Development Bank, recognizes the necessity for the security 
of depositors’ and policyholders’ funds, and has established the principle 
of government assistance or guarantee on that part of any investment 
which may be said to have a social risk as well as a business risk. This 
principle is sound, and through cooperation with the government credit 
can be extended to borrowers more effectively. 


I cannot avoid repeating that the North American Life has always 
been conducted on the mutual principle. As our policyholders know, 
provision was made at the start for the ultimate mutualization of the 
Company. This was accomplished in 1931. During the intervening 
years, there was what was known as a guarantee fund, but this was 
relatively small in amount, so that the policyholders from the commence- 
ment have received the benefit of practically all the Company's earnings. 
We are indeed rightly proud, I think, of the services to our policyholders, 
and of our long record of satisfactory policy dividends and a reasonable 
net cost. Our representatives, as well as our policyholders, appreciate 
this, and are pleased that the Company is thereby placed in such a 
strong competitive position. 


Life insurance, although complex in detail, is simple in principle. 
Yet during recent years there has been in the public mind some misun- 
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derstanding of the broad aspects of life insurance and the life insurance 
business. The fault may lie with those charged with the conduct of the 
business, in that they have failed adequately to explain the functions of 
the business, and its place in the life of the individual and of the country. 
Too often life insurance has been described in terms of vast amounts of 
dollars and cents, and too seldom in the role that these dollars and cents 
perform in terms of warm human values, the intimate concern with the 
needs of people, their aspirations and their disappointments and their 
way of life. We in the business who have seen life insurance in action, 
know that life insurance is performing an essential public service. 


We in the life insurance business believe that life insurance is a 
vital instrument of social service and has made a great contribution to 
the welfare of mankind. 


We believe that through the promotion of thrift and the safeguarding 
of the future of our policyholders, we have helped to build a self-reliant 
people and have contributed to the stability of our economy. 


We believe that the practices of life insurance have proven to be 
both equitable and just, and that on the whole our business has been 
conducted both wisely and efficiently. 


We believe that while rendering useful and indispensable public 
service, we have given honourable employment to a great body of workers 
both at home office and in the field. 


We believe that the agency system does not increase the overall cost 
of life insurance, and further that it is the only known system that has 
been devised to give the wide life insurance coverage that the people of 
our country have a right to demand. 


We believe that the permanent character of the business, with its 
long record of solvency, is due to the sound and scientific principles 
upon which it is founded, as well as to the high standard of management 
which it has received, 


We believe that life insurance funds, while being invested with 
primary concern for their safety, should be and are being usefully 
employed in the most effective way possible to further the country’s 
interests, 
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We believe that there is much ill-informed and unfair criticism of 
the business, and that it is the duty of the companies to give the public 
the facts, so that an intelligent judgment can be formed; further, that the 
business should welcome valid and honest criticism in the interests of 
advancement and improvement. 


We believe that life insurance is a democratic business, because 
its policyholders participate in the management of the companies through 
the directors they elect. 


There are no doubt greater problems to be faced at the conclusion 
of this war than ever before in the history of the world. This I think can 
be said, that more thought is being given in advance to the solution of 
these problems than in any previous era. The hope of the future lies in 
the fact that there is general unanimity in the things we want to achieve. 


We want victory first. 
We want a just and lasting peace. 


We want some form of world organization that will assure the quick 
settlement of international disputes and prevent war through capricious 
causes or designs of selfish nations. 


We want an approach to a world brotherhood and a world economy, 
within which there will be an opportunity for freer trade and freer inter- 
course among nations. 


We want the machinery that will effectively achieve these results. j 


In Canada we want a constitution that will be workable and that 
will make for progress and unity. 


We want the largest measure of employment, and the fullest 
opportunity for everyone to reap the rewards of his enterprise and thrift. 


We want increasing production and through it an improved standard 
of living for everyone. 


We want to curb private as well as public wrong doing. 
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And we want social reform that is based as much on the willingness 
of those who have, to give, as on the desire of those who have not, to 
take away. 


We in the life insurance business believe that these results can be 
better achieved within the framework of our present economic system, 
and not by the abrogation of our present rights and freedoms in favour 
of centralized authority and centralized management, and the substitution 
thereby of autocracy for democracy. 


I should like to close my remarks on a more intimate note. We of 
the North American Life like to think of ourselves as a family, and to 
that happy circle we even admit our directors. I have said before that 
I have always been surprised that for the relatively small remuneration 
they receive we have been able to enlist the services of such able and 
representative men. Their duties are no sinecure. Not only do they 
give close attention to the affairs of the Company at the regular Board © 
meetings, but they also render very important service to the Company in 
committee work, and through the still more intimate cooperation with our 
individual officers. I can speak with even greater knowledge of the 
officers and general personnel of the Company. I do not know of any 
institution that is better served. Our branch managers, district managers 
and our field representatives are able, loyal’ and aggressive, and are 
deserving of great credit for their achievements in the past year. We 
are asking even more of them in the year ahead, and I am sure they will 
respond and play their part. 


And finally I think of our men and women in the services. Well 
have they served their Company and freely have they offered their all 
to their country. We shall always cherish the memory of those who have 
given their lives, and sincerely we extend our sympathy to their families. 
We have made a point to keep in as close touch as possible with all the 
members of the Company in the services, both by personal letters and 
company communications. We pray for their safe return and will 
warmly welcome them back, 


The Address of MR. W. M. ANDERSON 


General Manager, North American Life Assurance Company, 
Delivered before the Policyholders at the 64th Annual 
Meeting of the Company. 


. = operations of the Company 
during 1944 have provided a number of satisfactory features, about which 
I should like to comment. 


The new business for the year, which amounted to $40.9 million, 
includes deferred annuity business on a basis of computation which was 
revised at the beginning of 1944, Had this computation basis been in 
effect in 1943, the corresponding new business figure for that year would 
have been $38.5 million. The number of new policies effected was 
14,162, averaging $2890 each in amount. Net terminations were further 
reduced, amounting to only $14.4 million or 4,1% of the new and in force 
business subject to termination. This low terminatiop rate, embracing 
voluntary terminations as well as death claims and maturities, is one 
of the most gratifying features of the Company's business. The resultant 
increase in business in force of $26.5 million was 8.6% of the business in 
force at the beginning of the year. The in force total at the year end, 
amounting to almost $335 million, consisted of 128,955 policies averaging 
$2595 each in amount. In addition, there were vested annuities in force 
valued at $2.3 million and providing annual payments of $208 thousand. 


The death claims incurred were materially higher than in 1943, 
which had been a very favourable year. There was, however, a con- 
tinued decline in the demand for surrender values. Total policy benefits, 
including dividends, amounted to $5,2 million, as compared with $4.8 
million in the previous year. Premium receipts amounting to $9.8 million, 
exceeded total policy payments by $4.6 million, and this excess is reflected 
in the very substantial net increase of $5.2 million in policy reserves, 
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bringing the total to more than $72.5 million. These policy reserves are 
all computed on conservative bases, and are substantially higher than 
the minimum reserves permitted by law. The maximum interest rate 
assumed for policy reserves is 34%, and over 70% of all the reserves are 
calculated on interest rate assumptions of 3% or less. 


Salaries and commissions for the year comprised over 76% of oper- 
ating expenses and totalled $1,648 thousand, an increase of 6.5% in 
amount, due almost entirely to the increase in commissions and other 
contractual compensation resulting from higher levels of new and renewed 
business. The average number of persons on the Company’s staffs during 
the year was 1060. Of this total 356 were office employees (76 men and 
280 women), while the field staff averaged 704 (of whom 389 were full 
time and 315 part time). The annual remuneration per individual 
averaged $1800 for full time office staff and $2400 for full time field staff. 


Surplus earnings for the year, which amounted to $1,183,000, were 
lower than in 1943, due to the somewhat higher mortality experience and 
lower interest yield, but are as satisfactory as may be expected in the 
light of current operating conditions. Net profits from sale of invest- 
ments were $500 thousand, while net recoveries from assets written down 
totalled $213 thousand, Of these amounts $313 thousand was trans- 
ferred to surplus while $400,000 was used to increase the investment re- 
serve to a total of $2,400,000. Only a small part of this reserve is required 
as provision in respect of specific investments. The remainder is held 
as protection against a possible wide fluctuation in investment market 
values. $50,000 was written off the Head Office building in 1944 and 
$300,000 was added to the contingency reserve, which now totals 
$750,000. This amount is held for the possible revaluation of policy 
reserves and pension liabilities, and for other purposes for which it may 
be required in the post war period. 


The free surplus now amounts to more than $2,837 thousand and the 
total surplus funds, including policy dividend provisions, exceed $4.3 
million, These funds, together with investment and contingency reserves, 
aggregate practically $7.5 million, and form a contingency provision of 
9.1% of policy reserves and other contractual liabilities, 
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ASSETS 


The Company's assets, totalling nearly $89.6 million, increased by 
more than $7 million in 1944, Of the invested assets amounting to nearly 
$87.7 million, 49.50% comprise government and government guaranteed 
bonds, while government and municipal bonds together constitute 58.8%. 
Total bonds and debentures now form 73.9% of all investments, stocks 
4.5%, mortgages and sale agreements 13.8% and policy loans 5.9%. 


The Company's Victory Loan purchases during the year included 
$1,900,000 of Fifth Loan subscribed in 1943 and paid for in 1944, 
$5,000,000 of Sixth Loan subscribed and paid for within the year, and 
$5,000,000 of Seventh Loan subscribed in 1944, of which $2,300,000 
had been paid for by the year end. Thus the total invested during the 
year was $9,200,000 with a further commitment of $2,700,000 in respect 
of 1945. The 1944 Victory Loan investment exceeded the total increase 
in assets by more than 30%, and exceeded net cash receipts from policy- 
holders by more than 76%. This result has been possible only through a 
consistent policy of reinvesting in Victory bonds the major portion of the 
proceeds of sales and maturities of other assets. 


At the end of the year the investment in obligations and guarantees 
of the Dominion Government totalled $38.3 million or 43.7% of all invest- 
ments, as compared with 35.6% at the end of 1943, This rapidly increas- 
ing proportion of Dominion of Canada bonds has materially reduced the 
earned interest rate, in spite of the fact that the revenue from both mort- 
gages and real estate has shown a marked improvement. Further 
reductions in the earned rate are to be anticipated, and the Company is 
giving consideration to the adjustments necessary both in premiums for 
new contracts and in dividend allotments, in order to meet the problems 
created by lower interest returns, 


POLICY LOANS 


In keeping with the lower interest return on our investments generally, 
last April the Company granted a reduction from 6% to 5% in the rate of 
interest on policy loans. In this connection it must be remembered that 
the average policy loan is small in amount and therefore relatively 
expensive to handle, and also that policy loans may be made and repaid 
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at the policyholder's option and in amounts which suit his convenience, 
Having regard to these factors, a policy loan interest rate of 5% has the 
effect under present investment conditions of preserving equity between 
policyholders who take loans and those who do not. During the past 
three years, the operation of the compulsory savings provisions in the 
Income War Tax Act has had the effect of materially reducing the demand 
both for new policy loans and also for surrender values. The discontinu- 
ance of these provisions as from the beginning of 1945, together with the 
lower policy loan interest rate, may have the effect of raising this demand 
to higher levels again. It seems proper to give a word of warning to those 
policyholders who may be contemplating surrender of their policies or 
borrowing heavily upon them, and thereby jeopardizing their protection. 
First, many policies in force today have been written at rates and with 
privileges which are no longer obtainable, and should not be lightly 


sacrificed nor endangered. Second, the withdrawal of funds either by | 


surrender or loan has the effect of lowering the amounts available to the 
Company for Victory Loan investment. 


POLICIES OF DISCHARGED SERVICEMEN 


Since the war began, a substantial number of policies which are 
owned by persons in the armed forces have had premiums paid by means 
of the pay assignment system made available by the Canadian and 
American governments, This method has ensured the automatic con- 
tinuance of contracts without worry on the part of these policyholders. 
It has meant, however, that the Company has lost direct contact with 
many of these people, and as and when they are discharged it is some- 
times difficult to trace them in order to make arrangements for continuance 
of their policies. We must congratulate both governments on the steps 
they have taken to bring this problem to the attention of the policyholders 
affected, but we would urge upon all policyholders in service the desirabil- 
ity of contacting their life insurance companies immediately upon dis- 
charge, in order to rearrange their premium payments and to prevent 
the possibility of termination. 


Another problem affecting the contracts of many persons in service 
relates to the total disability and double indemnity benefits, originally 
contained in many policies. These benefits had been underwritten at 
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premium rates which did not contemplate the risk of war, and accordingly 
contained provision for automatic termination if the policyholder engaged 
in military service in war time. While certain extensions of coverage 
were offered for periods of service in the home areas, in a great many 
cases the benefits terminated. This termination provision was a necessary 
one in respect of the service period, but the Company has felt that it would 
be a hardship to deny reinstatement after discharge wherever it was 
feasible to restore the benefits. Accordingly, subject to liberal under- 
writing rules, the Company is prepared to restore these benefits after 
discharge, at the original premium rates and with no charge for the 
period in respect of which coverage had not been granted. In many 
instances the premium rates for these benefits are substantially lower than 
those which would be charged at present, but we feel that our policyholders 
generally will not only approve of the Company’s policy in this matter, 
but will hope that our discharged servicemen who are eligible will all 
take advantage of the reinstatements offered. 


NATIONAL HOUSING ACT 


During 1944 the Dominion Parliament enacted a new National 
Housing Act. The section dealing with loans on new dwellings differs 
from the former Act in several important respects, and we believe that it 
provides a distinctly satisfactory and equitable arrangement for the home 
owner, Government and lending institution alike. We feel that the oper- 
ation of this part of the Act will make a major contribution towards the 
building of new dwellings throughout Canada. The Company is pleased 
to announce that it has recently signed its agreement with the Minister of 
Finance to operate under the Act, and is now prepared to consider appli- 
cations for loans on the new terms available. 


Another section of the National Housing Act provides for direct 
investment by life insurance companies in projects designed to provide 
low and moderate cost housing. Because of the problems involved and 
the size of these investments, this section must be regarded as a prospective 
post war measure but the Company, in common with others, is already 
giving consideration to its possibilities. It is particularly gratifying to 
note, however, that, following the lead of the United Kingdom and certain 
states of the United States, Canada has recognized the principle that life 
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insurance companies should be permitted to develop and operate real 
estate projects for investment purposes, From the point of view of the 
companies, this type of investment provides a marked extension of the field 
of eligible investments under peace time conditions. It is even more 
important to remember that investments in this field should contribute 
materially to economic stability since the life insurance companies, 
operating on a long term basis, will be inclined to enter upon real estate 
projects at times when business is depressed and building costs are lower. 
Such activities should have a greater beneficial effect upon the economy 
than comparable spending by governments on “pump priming” measures, 
since the latter, combined with deficit financing, tend to disturb business 
confidence. From this point of view, I feel that it might be profitable to 
explore the possibility of even broader limits, in the field of direct owner- 
ship investments under the safeguards of governmental supervision. 


ANNUITY TAXATION 


In 1940 the Dominion Government amended the Income War Tax 


Act to make annuities provided by contract fully taxable, an extension 


of a method previously applied to annuities under wills and trusts. The 
life insurance companies have always held that an annuity is a combined 
payment of capital and interest, that only the interest element is income 
and that income taxation imposed on the full annuity is in violation of 
true income tax principles. It was recognized, however, that under the 
exigencies of war time taxation it was not practical to consider the removal 
of the inequity in the law. On the other hand, the prospect of relatively 
high post war taxation has given the problem added importance. Accord- 
ingly, we were very pleased when the Minister of Finance forecast in his 
last budget speech and later appointed a Royal Commission to consider 
the question of annuity taxation, along with other tax problems. The 
life insurance companies have already presented their views to this 
Royal Commission, and in doing so have advocated that the method to 
be employed to disengage capital and interest in an annuity contract 
should be that first proposed by the late Mr. C. C. Ferguson and elaborated 
upon some years ago by Mr. A. D. Watson, Chief Actuary of the Dominion 
Department of Insurance. This method has the advantages of practical 
simplicity and the preservation of harmony and equity in allied tax fields, 
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without violation of true income tax principles, I feel that the adoption of 
the “Ferguson-Watson Method” would give to Canada a leading position 
in a complicated tax field, where no satisfactory solution has been obtained 
heretofore in any of the income tax legislation of the British Commonwealth 
and the United States. 


ACTIVE SERVICE RECORD 


The Directors’ report has referred to further casualties which have 
occurred among the members of our staff who are in the armed forces. 
Altogether, nine of our finest young men have been killed, out of a group 
oí 190 of our staff who have entered service since the outbreak of war. 
Two others are prisoners of war, while 13 have already returned to 
the Company's staff, In particular, we welcome the return of Col. J. A. 
McCamus who had been on leave of absence for three years. It is to be hop- 
ed that all those still serving will be spared, and that before another year 
has passed they will have returned. Our plans for them are maturing, and 
we expect that when they re-enter the Company's organization we will 
be able to retrain them quickly to fit in to the positions which they might 
otherwise have attained by that time, In addition, it is our hope that the 
Company may furnish opportunity for many of those brave young men 
who went directly from school to active service, and who will return as 
mature citizens ready to start upon business careers. We feel certain 
that our policyholders will wish us to do everything possible to reestablish 
in civilian life a large group of those returning from active service, in 
addition to the members of our own staff who are now in the armed forces. 
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